Implicit in the prices of traded financial assets are Arrow-Debreu state prices or, in the continuous-state case, the state-price density (SPD) that may be used to price all assets, traded or non-traded. Using recently developed techniques in nonparametric analysis, we construct an estimator for the SPD implicit in financial asset prices and we derive an asymptotic sampling theory for this estimator to gauge its accuracy. We perform Monte Carlo simulation experiments to see whether the SPD estimator can be used successfully to price and hedge derivative securities, and we also provide several illustrative empirical examples using both hypothetical and actual options prices on S&P 500 index options. 'We thank Brent Andrews and John Stafford for providing us with S&P 500 index options data. Research support from the Laboratory for Financial Engineering and the Center for Research in Security Prices is gratefully acknowledged. A portion of this research was conducted during the second author's tenure as an Alfred P. Sloan Research Fellow.
dS(t) = aS(t)dt + aS(t)dW
0 Call Price on Non-Dividend-Paying Asset: 
Let C ( X ) Denote Date-0 Option Price Construct Option Portfolio-Cost :
0 By Arbitrage: Example: Draw 500 Observations of (Xt,&) yt = Sin(Xt) + 0.565 
